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Report on the Financíal Statements
We have audited the accompanying statements of net position of the Vermont Univors¿l Service Fund
(VUSF), a special resewe fund of the Staæ of Vermont, as of June 30, 2013 and 2012 and the related
statements of revenues, expenses and changos in net position and cash flows for the years then ended, and the
related notes to the financial stataments.

Management's Responslbtltty Ío¡ the Fìnønclal Staternents
Management is responsible for the preparation and fair presentation of these finansial staternents in
acoordance wifh accounting principles generally accepted in the United States of America; this includes the
design, implementation, and mainûenance of intemal control relevant to the preparation and fair presentation
of fin¿ncial statements that are free from material misstatement, whether due to fraud or e¡ror.

A uditor's Respo ns lbilþ
Our responsibility is to express an opinion on these fïnancial statements b¿sed on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Åudíting Standards issuod by the
Comptroller General of the United States. Those standards require that we plan and perform the ¿udit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtaÍn audit evidence about the amounts and disclosures in the
finançial süatsments. The procedures selected depend on the auditor's judgment, including the assessment of
the risks of materi¿l misstatement of the financial statements, whether due to fraud or enor. In making those
risk assessments, the audítor oonsiders internal control rclevant to the entity's preparation ¿nd fair
presentation of the financial statements in ordcr to design audit procedurcs that ar€ appropriate in the
circumstancos, but not for tho purpose of expressing an opinion on the effectivençss of the entity's intern¿l
control. Aocordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, âs

well as evaluating the overall presentation of the financial statements.

V/c belíeve that the audit evidence we have obtained is suffisient and appropriate to provide a basis for our
audit opinion.

OpínÍon
In our opinion, the financial statoments referred to above present fairly, in all material respects, the financial
position of VUSF as of June 3A,2013 and,2072, and the respective change in financial position and, where
applicable, cash flows thereof for the years then ended in accordance with accounting principles generally
accepted in the United States of America.

INDEPEIÍDENT Ä.T]DITORS' REPORT
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Chønge in Accounting PrlncþIe
As discussed in Note 2f to the financial statements, in 2012 the Fund adopted new accounting guidance,
Governmental Accounting Standards Board Statement No. 63, Financìal Reportìng of Defened Outflows of
Resot¿rces, Defeted Inflows of Resources, ætd Net Positìon. Our opinion is not modified with respect to this
matter.

OtherMøüers
Re guír e d Srpp I e m e ntary Informat ion
Accounting principles generally accepted in the Uniæd States of America require th¿t the management's
discussion and analysis on pege 3 be presented to supplement the basic financial statements, Such
information, although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essontial part of frnancial reporting for plaoing the basic finencial
statements in an appropriate operational, economic, or historical context. We have applied certain limited
procodures. to the required supplementary inform¿tion in accord¿nse with auditing standards generally
aocopted in ths United States of .A,merica, which consisæd of inquiries of management about tle methods of
preparing the inforrnation and comparing the information for consistency with manogement's responses to our
inquiries, the basic financial statemonts, and other knowlodge we obained during our audit of the basic
financial statements. We do not express an opinion or provide any assurance on the information because the
limited prooedures do not provide us with suffïoient evidence to express an opinion or provide any sssurance,

fffJ"å"å:*r,f,äi#lY,';;;ffi'!il;:#,f#*tr*issued our reporr dared Nqvem ber 7,2013
on our consideration of VUSF's internal control ovor financial reporting and our tosts of its compliance with
certain provisions of laws, regulations, oontactq and grant agreements and other matters. The purpose of that
report is to desuibe the scope of our tssting of intemal conüol over fina¡cial reporting and compliance and
the results of that testing, and not to provide an opinion on the intemal conûol over frnancial reporting or on
compliance. 'fhat report is an integral part of an audit performed in acoordance with Government Áuditing
Standards in considçring VUSF's intemal conüol over financial reporting and compliance.

ufl*@ +OzrJ ¿ú

Mechanicsburg, Pennsylvania
November 7,2013
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VERMONT UNIVERSAL SERVICE FUND

MANAGEMENT' S DISCUSSION AND ANALYSIS

Years Ending June 30, 2012ønd20l3

This section of the Vermont Universal Service Fund's annual financial report

represents our discussion and analysis ofthe VTUSF's financial performance during the

fiscal years that ended on June 30,2012 and June 30, 2013. It should be read in

conjunction with ttre VTUSF's financial statements, which followthis section.

FIVANCIAL HIGHLIGHTS

o The VTUSF total cunent assets as oîJune 30,2012 were $2,617,241 and were

52,175,982 as of June 30,2013.

r The VTUSF total currenf liabilities as of June 30,2012 were $138,210 and

$209,101 as ofJune 30,2013.

o The VTUSF unrestricted nçt assets as of June 3A,2Al2 were $2,479,031 and

$1,966,881 as of Junç 30,2013.

. The VTUSF operating revenus for the year ended June 30, 2012 was.$ 5,876,273

and $6,619,045 for the year ended June 30, 2013,

I Non-operatÍng revenue for the year ended June 30, 2012 was$288 a¡d $ 15 I for

the year ended June 30, 2013.

. The wusF total operating expense for the year ended June 30, 20I2 was

$7,181,010 and $7,131,346 for the year ended June 30, 2013.

'. The wusF program expense for the year ended June 30, 2012 was $2,088,510

and $6,963,346 for the year ended June 30, 2013.

I Administoative cost for the year ended June 30, 2012 was $92,500 and $168,000

for the year ended June 30, 2013.

. The VTUSF overall change in assets'for the year ended June 30, 2012was a

decrease of $1,304,449 from $3,783,480 at the beginning of the year to

82,479,031 at the end of the year, Assets during !013 decreased by $512,150 to

$ 1,966,991.



ovERVrElüv oF THE, FrNAlrC,rAL S TATEM-ENTS

This annual report consists of two parts - managcment's discussion and analysis

and the basic financial statements. The basic financial statements also include notes that

explain some of the information in the ñnancial statements and provide more detailed

data.

Total VTUSF contributions for the year ended June 30, 2012 were $5114,474

and were $6,251,682 for the year ended June 30, 2013. Totat VTUSF disfibutions to

service providers for the year ended June 30, 2Al2werc $6,225,886 and were $5,322,510

for the yeat ended June 30, 2013. Pcrformance Assurance Plan ("PAP") revenues wele

recçived in the amount of $459,20a during 2012, snd $366,114 during 2013.

Eligible seryice providers also claimed $72,003 in Lifeline adminisüative

expenses and provided Lifeline credits to customers of $790,621 for the year ended June

30,2012t. Claimed Lifeline Adminishative expen-ses by eligible service providers were

$50,005 and Lifelinc credits to customers \were $835,087 for the year ended June 30,

2013.

Cash and short term investments at the beginning of the 20t2 yearwere

$3,383,849. Cash and cash equivalents at year end June 30,2AL2 were $2,077,020, a

decreass in cash, oash equivalents and short term inveshnents of $1,306,829, which is

approximately 38,6%. Cash and short term investments during 2013 decreased $496,894.

Cash and cash equivalcnts at year end June 30,2013 were $1,580,126, which was a

decrease in cash and cash equivalents and short term investments of 23,9Yo,

I 
See Vermont Universal Ssrvice FUnd Statemcnts of Revonues, Expenses and Changes in Net Assets,

Years Ended June 30, 2013 and20l2.



VERMONT UNTVERSAL SPRVICE FTINI)
STATAMENTS OF' NTET POSITION

Jt NE 30,2013 AND 2012

$

20t3 20t2

2,077,020
540,204

t7

ASSETS

CURRENT ASSETS
Cash and cash equivalonts
Reccivabls from contributors
Interest receivable

Total current assets

LIÄBILIÎTES A¡ID NET POSITION

CTJRRDNT LIABILITTES
Payable to se,rr¡ioe providers
Payable to contributors - lifeline assistance

Payable to conÍibutors - lifeline adminisF¿tive expenses

Payable to contributors

Total currenT liabilities

NET POSITION
Unresricted

Total liabilities and net position

1,580,126
595,845

1l

s 2,175,982 '2.61 7,241

$ 131,255

67,358

3,1 93

7,295

64,512
64,119

1,165
8,414

209,101 138,210

l,966,gg1 2,479,031

$ 2,175,982 2,617,241

S ee accompanying notes.
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VERMONT UNIVERSAL SERVICE FUNI)
STATEMENTS OF REYENUES, EXPENSES Ai\D CHANGES IN NET POSTTION

FOR TIIE YEARS ENDED JUND 30,2013 AI\[D 20t2

2013 2012
OPERATING REVENIJES

Assessments
Perform¿noe assurance plan penalty
Late payment charges
Miscellaneous income

Total operating revenues

OPERATING EXPENSf,S
Program expenses

Amounts paid and due to service providers
Lifelino adminishation
Lifeline credits
S180 payments to local exchange ça¡riers

Total program sxpenses

Administrative costs

Total operating expenses

Opcrating loss

NON.OPERATING REVENU ES
Interest income

Total non-operating revcnucs

f)ecrease in net position

NET POSTTION, BECINNINC OF'YEÂR

IYET POSITTON, END OI'YEAR

$ 6,251,692
366,114

1,168
8l

5,414,474
459,204

2,487
108

6,6L9,045 5,976,273.

5,322,51O

50,005
835,087
755,744

6,963,346
168,000

7,131,346

6,225,996
72,003

790,621

7,088,510
92,504

7,181,0t0

t512.301) fi.304.t37\

151 288

151 288

(5 1 2,1 50)

2,479,031

(t,304,449)

3,783,480

$ 1.966,881 2.479,03t

See accompanying notes.
-5



VERMONT UNTVERSAL SERVICE FUND
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED JUI\TE 30, 2OI3 ANI} 2OI2

2013 20t2
CÂSH FLOIVS F'ROM OPERATING ACTI1TTIES

Receipts from telecommunícation carriers
Performance assurance plan penalty
Late payment charges

Receipts ftom miscellaneous incomc
Payrnents for telecommunication progm¡ns
Payment for lifeline administration
Payment for lifeline credit
Payrnent for 5180
Cash paid for adminisuative costs

Net cash used by operating activities

CASH FLO\ryS FROM INVESTING ACTIVITIES
Interest received

Net cash provided by investing aotivities

Net decreæe in cash and cash cquivalents

CASH AND CASE EQUTVALENTS-BEGINNING OF YEAR

cAsH ÂND ÒASH EQUI.LENTS-END OF YEAR

RECONCILIATION OF OPERATING LOSS
TO NET CASH USED IN OPtrRATING ACTryITIES

Operatíng loss

CHANGES IN ASSETS AND LIABILITIES
(Increase) decrease in receivable from contibutors
Increase in payable to service providers
Increase (decrease) in payable to contributors

Net cash used in operating activities

$ 1.s80 ,126 2.077 ,020

$ (512,301) (1,304,737)

$ 6,134,025

427,010
1,168

8l
(5,255,767)

(4',t,977)
(83 t,848)
(755,744)

5,358,290

509,798

2,487
108

(6,217,764)
(72,019)

(795,s 16)

68.000) (92.500)
1497 ,052) (1,307,126)

158 297
158 297

(496,894)

. -3'077,020

(1,306,829)

3,393,949

(55,641)

66,742
4,149

70,365
8,123

(80.877)

$ (497,052) fl307.t26\

See accompanying notes.
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VERMONT TINT\IERSAL SERVICE FTINI)
NOTES TO FINA¡{CIAL STATEMENTS

JI]¡[E 30,2013 A][D 2012

I. GEITERAL

In 1994, the Vermont General Assembly passed a law ("Act 197") establishing the YUSF. The VUSF,
which supports ûte Vermont Enhanced 911 ("E911"), Tolecommunication Relay Services ("TRS"),
Telecommunioations Equipmørt Disüibution and Lifeline Assistance programs, is supported by a Universal
Service Fund assessment (.'USF Assessment") on all retail telecommunications services provided to a

Vermont ¿ddross. The USF Asssssment is collected by telecommunications service providers and paid, via
a monthly remittance advice, to an administator, who was selected by the Vermont Public Service Board
('VPSB') to ect as fiscal agent of theVUSF.

The VUSF assessment rate wss calculated by the VPSB after taking into oonsider¿tíon the projected
frrnding requircments of the 8911, lRS, Equipment Dishibution, Lifeline Assistancç progr¿ms, as woll as

adminisfration expensos. Ths Order setting rato and Dooket 7523(a) establishod the assessment rate of 1.35
percent of total retail tolecommunications revenue for the period July l, 2011 to August 31,2011, an

assessfient rate of 1.60 penccnt of total rctail telecommunications rËvenue for the period September l,20ll
to August 37,2Q12, and ¿n assessmÊnt rate of 1.82 percent of total retail telecommunications revenue for
the period Septembor 7,2012 to August 31, 2013.

2. SUMMARY OF SIGNTFICAI{T ACCOTINTING POLICIE.S

4.. Basis of Presentation
These statements havo beon prepared on the aocrual basis in accordance with standards promulgated

by the Governmental Accounting Sfandardi Board ("GASB"), for the periods presented, Açt 197

permits carriers to file their monthly remittances disclosing revenues on cither a cash or accrual basis.

The financial statcment caption of 'teceivable from contributors" on the statements of net position, as

well as thc "assessments" on the statements of revgnues, oxpgnges and changes in net position &re

understated by ¿n undeterminable amount fo¡ the differpnce of what is reportod by the carriers
reporting on a cash basis versus what would be reported by the carriers if they utilized tl¡s accrual
basis. For the years ended June 30, 2013 and 2012, the VUSF had accounting transactions in
unrestricted fund net position only. The VUSF's frnanoial statement presentation follows the
recommendation of CASB No. 34, "Basic Financial Statements - and Management's Dissussion
and Analysis - for Stste ånd Local Govemments" and amendmcnts. GASB No. 34 as arnended

establishes financial reporting st¿ndards for the state and local govemments and is effeotive for
periods beginning after June I 5, 2001, based on phase in dates as determined by annual r€venues.

b. Cash and Cash Equivalents
All highly liquid soourities, purohased with an original maturity of thrse months or less, are

considered cash equivalents. Interest is credited to the VUSF when earned. The annualized
investment rate was .01 percent for the years ended June 30, 2013 and2012,

Use of Estimates
The preparation of finansisl statements in conformity with accounting principles generally accepted

in the Unìted States of America roquirrs mrÐagoment to make estÍmates and assumptions that affeot
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the

date of the financial statements and the reported amounts of revenues and expenses during the

reporting period. Actual rezults could differ from those estimates.

-7-



VDR}TONT UNN¿ERSÀL SERVICD FUIYD
NOTES TO FTNANCIAL STATEMENTS

JIJNE 30,2013 A¡rD 2ot2

2, SUMMARY OI' SIGI\üFICA¡IT ACCOITNTINC POLICIES (continued)

d. Revenue Recognition
All Vermont telecomnunicadon service providers are permitted to assess their customers based on
usage at a stahrtory rete that is applied to interstate rotail revenues. These assessments are then
remitted to the VUSF. It is the VUSF's polioy to recogrize åssessments, relating to the current fisc¿l
yoar, received within two months after fiscal year end. Any late remittances will be rocognized in the
subsequent poriod or periods.

e. Income Tanes
These financial statements present the aotivitios of the WSF. The activities of the VUSF a¡e tax-
oxompt since the VUSF is a specíal rcserve û¡nd of the State of Vermont, and tJrerofore not subject to
fsderal or state income tÐrcs or sales, use, gross receipts or other taxes. As suoh, no provision for
taxes hss been refleoted in the acoompanying finanoial st¿tements.

Change in Accounting Principle
During 2012, the VUSF adopted Governmental Acsounting Standards Board Staæment No. 63,
Fínancìal Reporting of Ðefened Outflows of Resources, Defewed Inflows of Resources, and Nel
Position, where the consumption of net position by the governmsnt that is applicable to a future
reporting period, ¿nd the acquisition of net position by the government that is applicable to a fi¡turo
reporting period arp dofined and idcntifïed distinctly from assets and liabilities, and the residual of all
these elements is defined as net position rather than net assets. Other than reflecting net position,
thore was no other significant impact on the financial statements ofthe WSF.

3. ASSESSMENTS

Assessments roflect the gross assessments for the year ended June 30, 2013 and 2012 which were

56,251,682 and $50414,474 respeetivety. Assessrnenis to the Fund represent identifîed carriers that ere

operating in the state of Vermont. The Adminisfator searches publicly available resources to identify
carricrs opcrating in the state of Vermont that a¡e not contributing to the Fund. In additíon, the VPSC
notifies the Fiscal Agent when new cariers are certified to offe¡ service in the state of Vennont, Once thc
ca¡riers are identifie{ they are billed reûoaptively for all active periods of the VUSF in which they were

operating in the staþ. The cumulative billings for prior periods, rcporting of delinquent contributors and

true-ups aro out-oÊperíod adjusünents and are inoluded in conüibutions ín the period in which they are

billed or determined. Out-of-period revenues included in çontibutions for the yoar ended June 30, 2013

and 2012 were not signíficant.

f.
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\¿ERMONT UNN/ERSAL SARVICE FUNI)
NOTES TO tr.INA¡ÍCIAL STATEMENTS

JttNE30,20t3 AND 2012

4, DISDIJRSUMENT TO vt]SF PROGRAMS

Dishibutions to the State Treasurer of Vermont werc made by the Adminisfrator, as Fisoal Agent, for tire
years ended June 30, 2013, and 2A72, as direoted by the Vermont Publio Servics Board and Dockct 7169,
respectively. These directives require all TRS, Equipment Disfibution, Outreach Selices and Bgll
disbursements to be paid to the Stato Troasurer in amounts determined by the Vermont Deparünent of
Public Service. Accordíng to Act 197, Lifeline Assistance support payments are deducted ûom remittances
by participating oxchange carriers. Thorefore, Lifeline Assistance amounts are considered paid when
reporfed, The approximate amounts incured bythe Fund are as follows:

2913 2or2
Enhanced 9l I boa¡d $ 4,987,419 5,845,256
Telecommunioations relay service 260,090 305,757
Equipment disûibution 75.001 74.873.

Total 5,322,51A 6,225,886
Lifeline adminisnation 50,005 72,003
Lifeline credits 835,087 790,621
5180 payments to local exchange cariers 755.744 __=

Total program expenses $ 69flJ4É LA[fi.ålû

5. ADMINISTRATIVE COSTS

As stated in the contract between the VPSB and the Adminishator, the Administr¿tor is reimbursed under a

fixed amount eaoh fïsoal year plus any allowable v¿riable costsn as defined, Such variabl€ costs include any
tríps to Monþelier, Vermont, in exccss of one time per year, and otlrcr reasonable and necessâry expenses
inçurred by the Adminishator in performance of services, including payments to an independent accountant
for an annual audit, extraordinary legal work provided by external oounsel and tanes, application fees,
licensing fees, and simila¡ expenses. Rolka Loube Saltzer Associates was tåe Administrator during thc
years ended June 30, 2013 and 2012. During tho years ended June 30,2013 and2Al2, the adminisbative
costs were as follows:

2013 20t2
Administrative fees $ 78,000 78,000
Sl80 impact study 75,000
Audit fees 15.000 l4.t0Q

Total adminishative costs $ 168^000 921@
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VERMONT UNTVERSAL SERVICE TUND
NOTES TO TINÄNCTAL STATEMINTS

JIIITTE 30,2013 A¡{D 2012

6. CONCENTRÂTION OF CUSTODIAL CREDIT A¡ID B{ISN{ESS RISK

VUSF maintains its cash balances at Manufaoturers and Traders Trust Company (M&T Bank). Cash
balances ût M&T Bank are invested in insffumeuts issued or gueranteed as to prinoiple and interest by the
U,S. Govornment or any of its agencies or instrumentalities or in repurchase agreements backed by suoh
instmments. Custodial credit risk is thc'risk that VUSF's deposits may not be reooverable to it in the event
of a depository institution failure. VUSF does not have a formal policy regarding custodial credit risk for
deposits. At June 30,2AL3, VUSF had deposit balancos in the ariount of $1,580,126, of which $8,482 was
insured and $1,571,644 was exposed to custodial credÍt risk.

Three service ca¡riers account for approximately 55 percent and 59 porcent of the VIJSF's assôssment
revenue in 2013 ffid20l2, respectively. No other seruice carrier accounted for more than 10 percent of the
VUSF's âssessment rovenue in 2013 and 2012. The Adminishator estimates that substantially all of the
VUSF aocounts reocivable will be collectod based on the assessmçnts issued and general eoonomic
conditions. Consequently, my adverse change ín theso factors could affcct the Fund's estimate ofbad debts.

7. PERFORIUANCE ASSUR.A,NCE PLA¡I PENALTY

The Performance Assur¿nce Pl¿n (PAP) wss establishod to measure a çarrier's wholesalc performanoe, As
part of the acquisition of anothor oarrior, the acquiring carriø agrees to comply with the PAP; the Board's
Order approving the aoquisition requires such compliance as ¿ condition of approval. (Lackey pf. At 7;
Docket No. 7270, Order of 2/15/08 at 54) PAP penalties are triggered because the aoquiring carrier's
wholesale service is eithcr deficient relative to the standa¡ds in the PAP or disuiminatory in f¿vor of its
own retail servioe, Fairpoint Communieations has paid $366,1 14 in 2013 and $459,204 in ZAQ for Mode
of F.ntry (MOE) penalties under the PAP,

8. BILL S18O ESTABLISHING OI\TE YEAR TTTGH COST FUND

In January of 2012, a bill was introduced and passed that created I one year high cost program under which
the univorsal service charge shall be used as a rneans of keeping b¿sic tetecommunications sorvice
affordable in all parts of the state, thereby maintaining universal service. Payments shall be made to
Vermonfs Incumbent Local Exohange Carriers (ILECs) fo¡ the purpose of reducing the cost of providing
b¿sic local telecommunications servioe in araas where th¿t cost would otherwiso jeopaúiz,a universal
service and uniform economio dovolopment. The bill ordered that any fr¡nds in oxoess of $1,000,000
remaining in the Vermont Univors¿l Service Fund as of Septembor 1,2A12, sh¿ll be distributed among all
the ILECs in a manner determined by the commissioner of public service. On December 13, 2012,
$755,744 was distributed among all the ILECs representing the exoess funds over $1,000,000.

9. SUBSEQUENTEVENTS

\IÍJSF has evalu¿ted subsequent events through November 7 ,2413, the date which the financial statoments
were available to be issued.

-10-
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REPORT ON INTERNAL CONT]R.OL O\¿ER FINA¡ICIÀL REPORTING AIYÐ ON COMPLIANCE
AIID OTHER MATTERS BASED ON A¡f AI}DIT Oß'F'INAIYCIAL STATEMENTS PERFORMEI}

IN ACCORT}AFICf, \ryITII GOVERNMENT AUÐINNG STANDARDS

To Vermont Publío $ervice Boa¡d and the Adminishator
of the Vermont Univçrsal Service Fund:

'We have audited in accordance with auditing standards generally acoepted in the United States of Amerioa
and the standards applicable to financial audits contained in Government Audíting Sîandards issued by the
Comptroller General of the United States, the financial statements of Vermont Universal Service Fund
(\r[JSF) as of and for the years ended June 30, 2013 and 2012, and the rçlated notes to the financial
statements, and have issued our report thereon dated November 7,20L3

Internal Control Ovsr Fin¡ncirl Reporting
In planning and performing our audit of the financial statements, we considered VUSF"s internal control over
financial reporting (intemal conúol) to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for tho purpose
of expressing an opinion on tho effectiveness of VUSF's intemal control. Accordingly, we do not express ¿n
opinion on the effeotiveness of VUSF's internal control.

Our consideration of the internal control over finançial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identi$ all deficiensies in internal control that might be material
weaknçsses or significant deficíenoies and, therefore, material weaknesses or signifioant doficiencies might
exist that were not identÍfied. However, as discussed below, we identified certain deficiencies in internal
control ovcr financial reporting that we oonsider to be material weaknesses.

A delìciency ìn internal control oxists when the design or operation of ¿ oontrol does not allow management
or employees, in the normal course of performing their assigned funotions, to prevent or deteot and conect
misstatements on a timely basis, A signi/ìcant deJicíency is a deficiency or a combÍnation of deficiencies, in
internal contol tl¡at is less severe than a material weaknoss, yet important enough to merit attention by those
charged with govern¿nce. A materíøl wealøess is a deficiency, or combination of defîciencies, in internal
conüol such that there is a reasonable possibility that a material misstatement of the entity's financial
statements will not be prevented or detected and corrected on a timely basis, We consider the following
deficiency to be a material weakness:

Financial statement nretFrrtÍon

FindÍng:
Although the Fund Adminisnator rovíews the financial statements and disclosures and represents in
writing that they are responsible for the fair presentation of the fìnancial st¿tomonts in conformity
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Financial ststerEent orenaratío.r fcontinuedl

Findtng (continued)
with generally aocepted accounting principles (GAAP), numerous audit adustunents, both routino and
non-routine in nature, were required to be posted to the VUSF's accounts to properly reflect the
financial position and financial activity for the year under audit, The information for the adjustments
was provided by the VUSF Fund Administrator but the information had not been anaþed a¡d
oompiled as adjusunents. The fact that lhe adustments had not been posted and were required to be
compiled and posted in order for the finanoial statements to be properly stated constitutes a deficiency
in the VUSF's internal control over financial reporting processËs and routine, non-routine and non-
systematic kansaçtions, tlat could potentially result in a material misrepresentation of the fïnancial
activity ¿nd financial position of the VUSF.

Response:
At this time management lta.r determìned tlwt the cost of implementíng a cotective actianwould be in
excess of the bene/ìt achleved, In the alternative, management has regularly consulted wíth Cefiítied
Public Accountants regarding record keepíng and continually maintained both a database developed
specdìcally þr the admínistration of the Fund qs well as a QuickÛooks qccounttng program ønd
regularly reconciles bothsystems with the independently maíntaíned M&T Bankrecords.

Complirnce and Other Matters
As part of obtaining reasonable assurance whether the Vermont Univorsal Service Fund's financial statements
are free from material misst¿tpment, we performed tests of complianco of the Fund Administrator for the
Vermont Universal Servièe Fund (VUSF) with cortain provisions of laws, regulations, sontracts, and grant
agrcements, noncomplianco with which could have a direot and material effect on the determination of
financial statement amounts. However, providing an opinion on complianse with those provisions was not an

objcctive of our audit and, accordingl¡ we do not exprcss suoh an opiníon. The rosults of our tests disclospd
no instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards.

Vermont Unfuerusl SenÍcc Fundts Rccponse to findlngs
VUSF's response to the findings identified in our audit are described above. VUSF's response was not
subjeoted to the auditing procedures applied in tha audit of the financial statemonts and, accordingly, we
express no opinion on it.

Purpose of this Report
The purpose ofthis report is solely to describe the scope of our testing of internal control and complianoe and

the result of tl¡at testing, and not to provide an opinion on the effectiveness of the entity's internal control or
on compliance. This report is on integral part of an eudit performed in acoordancs with Government Audítíng
Stondards in considering the entity's internal control and oompliance. A,ccordingly, this communication is not
suitable for any other purpose.

+' (Jfï

Mechan icsburg, Pennsylvania
November 7,2013
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